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Thank you all for having ne here today. | want to
start off by congratulating you on your 30th Anniversary
and, nore inportantly, by thanking you for what you are
doing to set an exanple and to be a good role nodel for the
corporate sector in California by the work you do to create
af f ordabl e housing and to invest in those conmunities that,
absent the effort of |eaders |ike yourselves, would be |eft
behind as California noves into the 21st Century.

What 1'd |like to do today is tal k about the chall enges
on which we can work together in the years ahead as
California does hopefully enbark on a new era of activi st
creativity. And | cone here to say that | need and | want
your engagenent in nmy role as State Treasurer and | want it
on two fronts that | believe are inportant to all
Californians, but are particularly inportant to those of us
t hat have a passion and a comm tnent for conmunity

rei nvest nent and conmuni ty buil di ng.
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The first of those challenges is how California best
grows into the 21st Century- how it sustains itself
economcally while still making sure that this is a strong
pl ace to be environnentally and socially.

And the second challenge - - which is really a subset
of the first - - is how do we build new political and
corporate nonentum for investing in the California that has
been | eft behind, so that in 50 years, we see a state that
is economcally strong, that is the best in terns of
envi ronnental quality, and that holds together as a
successful state economcally for everyone, as opposed to a
state with strong pockets of desperation and fol ks who have
been |l eft behind.

| see these challenges as central to what | want to do
as Treasurer and | want to speak to you today as allies.

Let nme talk first about the issue of sustainable
devel opment and how California remains econonmically strong
in the years ahead.

We are going to grow, and those of you who are in
| endi ng, who have been in housing, know that there is a
| arge force that brings people to California. It is the
force of hope.

In the next ten years, we are going to grow by siXx

mllion people, the decade after that the projections are
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another four to six mllion. And it seens to ne that if we
want to be a good place to live in 50 years, we need to

t hi nk hard about how we're growi ng and whet her we can
environnmental |y sustain our present patterns of growh and
whet her we can socially sustain them

And | believe deeply we nust rethink the way in which
we grow so that on the economc front, California is not
| ess attractive to conpanies that want to | ocate here
because of environnmental degradation, because of a failed
transportation system or because of a |ack of housing.

| want to nmake sure that we're the best place to live
environnentally and | also want to nake sure that we grow
in ways that allow our state to afford to finance the
infrastructure we need in the years ahead.

It is clear that we have trenmendous growth pressures
that are creating substantial inmpacts in our society.

Those of us in housing know that we have a substanti al
housi ng crunch, which was sonmewhat abated in the public eye
during the recession, because you didn't have quite the
squeeze evidenced that you have today. W're a state that
needs 200,000 new units a year and we're consistently
produci ng about half of that.

W' re a state that has eleven of the 25 | east

af f ordabl e housing markets in the country and we've now got
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hal f of our renters paying nore than 30 percent of incone
for rent.

But it's about nore than just that econom c squeeze.
W're also a state that, because of our growth pressures,
faces trenendous environnental challenges. Seven of the
fifteen worst air quality basins in the country are here in
California. In terns of traffic, which really is a key
determ nant of your ability to succeed long term
econom cally because of the nobility of people and goods,
we' ve seen a 70 percent increase in the | ast decade al one
in the amount of tinme that Californians sit idle in
traffic, and | ast year we had a state in which 300, 000
hours per day were spent by Californians sitting idle in
traffic and that's a productivity loss we can't afford.

So | believe strongly that the chall enge before us is
to continue to grow and to grow in nore intelligent ways
and nore thoughtful ways and to grow in ways that are
sustainable in terns of California"s econom c growh

And | nean sustainable politically, socially, fiscally
and environnentally.

When we tal k about sustainable growth -- | tried in ny
own private sector work to adhere to sonme of these
principles -- I think we need to be thinking in the

foll om ng ways.
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W need to be thinking about transportation and ways
to nmove people and goods that is not just about nore | anes
on a freeway and a mad rush to accommodate all Californians
traveling in single occupancy autonobiles. It is a dynamc
we cannot afford fiscally and environnental ly.

We need to think about how to give Californians nore
transportation options, particularly for the day when
gasoline may be priced in this country as it is priced in
every other industrialized country in this world. And
particularly with the thought that our air quality basins
cannot stand nuch nore in the way of stress if we continue
to be solely auto dependent.

It's al so about |and use patterns -- clustering
density around transit and better connecting | and uses so
that not every trip has to be by autonobile and
Californians are given nore options both within their
communities and for extra-conmunal travel.

So, new thinking about the transit options for
Cal i forni ans.

Secondly, it's about better m xing of housing. | am
deeply concerned that we are rapidly becom ng two
Californias -- divided by race and class and as refl ected

in our |and use.
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When | | ook at the communities built in pre-war
California, |like the neighborhood in which I live in
Sacranento that has this great m x of housing -- 5,000
square foot homes next to 1,000 square foot California
bungal ows, next to apartnents, next to small scale retail
-- 1 ask nyself if these communities were the product of a
much nore progressive era of Californians. | think not,
because a |l ot of those communities also had raci al
covenants attached to them

Rat her, they were a reflection of the fact that denmand
and size of the market, could be accommmodated in relatively
smal | spaces. Developers in the 1920's did what devel opers
do today, they figured they needed a certain nunber of
large lots, nediumsize lots, small |ots, apartnments, but
those fit within a conpact nei ghborhood.

Today, we're designing communities where 1,000 |arge
lots are in one |ocation, 1,000 nediumsize lots are in
another, 1,000 small lots in another, 1,000 nmulti-famly
units in yet another. The sheer demand and size of growh
in California requires us to be nmuch nore aggressive in
m xi ng housing types and m xi ng uses than we've ever been
before, to break down the barriers of race and cl ass

separ ati on.
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Transportation, housing, community design. 1In an era
i n which, again, the nagnitude of growh and demand is so
| arge, we nust give renewed attention to help communities
work at the ground | evel for human beings.

We nust put a greater enphasis on common, shared
spaces around whi ch communities should be designed; greater
enphasis on sinple notions |ike narrower streets, tree-
lined streets, and front porches; and renewed enphasis on
communities that hold together

And yes, we mnust increase densities. Both in terns of
infrastructure expenditures and in ternms of consunption of
| and, we nust view all our resources as precious and we
must find ways to increase density in thoughtful, well
desi gned ways that accommodate California's growh in the
years ahead.

And so I'ma believer in that we nust continue to grow
but we nust change the way we grow.

This will not be easy. And it won't be easy because
the land use patterns that grew up in the last 50 years
took 50 years to cone into being. The fact is that it wll
take a lot of work, a lot of change in market forces, a | ot
of change in land use practices to change the direction of
how we grow, and | have no illusions about the fact that

there are large forces at work here.
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For exanple, national retail providers now provide
services in 110,000 square foot boxes.

Nat i onal hone buil ders have a set of plans that nmay or
may not work in terms of a given conmmunity's design. It is
not just about governnental |and use processes, it is also
going to be a market dynamc in going forward.

But | also want to say that | don't see the
sust ai nabl e devel opnent novenent as nerely an environnent al
question -- how do we keep California environnentally
attractive over tinme? | see the battle as al so about how we
make sure that all of California succeeds. W are not
growi ng successfully as a state when race and cl ass and
success and failure are reflected in our |and use patterns.

So | very nmuch believe that as part of the sustainable
devel opnent novenent, we nust have a new policy conm tnent
inthis state to reinvest in the California |left behind,
particularly paying attention to the nei ghborhoods that we
have routinely thrown away in 25 year cycles. W nust nake
an effort to save those nei ghborhoods that have been | ost
and al so make sure that we put in the tine, the effort, the
comm tnent to nake sure that those margi nal nei ghborhoods,

t hose “sw ng” nei ghborhoods that, with a little nore hone

owner shi p, good quality rental housing, job opportunities,
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can becone vi abl e successful nei ghborhoods in the decades
ahead.

Qur challenge is a difficult one because so nuch of
the discussion today in California is about how well we're
doing. And as a whole, we are doing well. Unenpl oynent
rates are less than six percent with a surging econony and
new job growh, but we all know that there are probl ens.

That story of success is not true in Lynwood and Bel
and Conpton and East Palo Alto. It's not true anong
African- Anerican youth. 1It's not true in a state where we
have the | argest gap between rich and poor of all states
except four in this country and 13 and one half percent of
all of our children live in poverty.

And as Walter Lippmann said in 1965, “W have
negl ected our own affairs. Qur education is inadequate. CQur
cities are badly built. Qur social arrangenents are
unsatisfactory. We can't wait another generation.” And |
believe that applies to California today.

A good friend of mne, a college classmate, and |ike
me a Sacranmento native, Harvard Professor of African-
American Studies Cornel West wites in “The Future of
American Progressivism” that “we now sit in a world of

advanced sectors and regi ons connected with one anot her and
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weakly linked to the backward sectors and regions of their
own societies.”

And unfortunately, that's all too true of California.

So I'mhere today to join you, hopefully, in a new
comm tnment — a comm tnent that supports sustainable growh
for California and al so a conmitnent that recognizes that a
key part of sustainable growh is a reinvestnent in the
ur ban nei ghbor hoods of California.

| believe that the challenge wll be a difficult one
and it's not just about nore econom c investnment and | know
that. It will require, for exanple, that policy nmakers
make a | evel of conmtnent to urban education that has not
yet been on the table.

There was a recent study that canme out in San Di ego
call ed "Measuring the Achievenent Gap in San Diego City
Schools.” It |ooked at 16 high schools in San Di ego, and
the findings were so sinple, but they're worth repeating.

They | ooked at these 16 schools and found that in the
four richest schools, conbined SAT scores were 100 points
hi gher than those in the poorest four schools.

Student drop out rates in the poorest schools were
five times higher than those in the richest schools. Only

one in five kids in the poorer schools nmet UC/ CSU st andards

SAMCO 04/16/99 10



and half the kids in the richest schools net those
st andar ds.

Anot her exanple of two Californias, where the well off
in society are in a position to take advantage of our
substantial growh and where those who live in the | east
successful nei ghborhoods are behind the curve of the
Cal i fornia dream

It will be a large chall enge, but here are four ways
whi ch we can think about beginning to make the comm t nent.

First of all, local and state governnents have got to
make it easier to invest in distressed communities. And
while there's rhetoric about infill devel opnent, it's
rarely followed by true conmtnent.

And it's tine that state |and use policy and | ocal
gover nnent deci sion nmakers begin to make a real conmm tnent
to making sure that infill devel opment can happen.

Secondly, public financial resources have to be
directed to reinvestnent in a way that we haven't done
historically. W nust focus public resources on the goa
of a California that's successful for all.

And so for exanple, as | look at the housing tax
credit program and as we | ook at redesigning the tax credit
process -- a process in which we award over $400 million in

federal and state tax credits a year -- and as we | ook at
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the California debt limt allocation process -- a process
where we award $1.6 billion in tax exenpt financing for
housi ng, econom c devel opnent and student lending -- | see
great opportunities to invest capital in the nei ghborhoods
in California that need it nost.

As Treasurer of California, | also sit on the Board of
t he Public Enpl oyees Retirenent System and the State
Teachers Retirenent System the |largest pools of capital in
the world with $240 billion of assets. | amrequired, and |
bel i eve deeply that | have a fiduciary responsibility to be
t he best possible investor of those funds.

But | absolutely believe that with work and with
effort and with creativity, we can find good investnents in
the emerging markets of California just as we have found
themin enmerging markets across this globe.

And so secondly, those resources which the public
sector can affect need to be driven towards the goal of
rei nvest nent.

Thirdly, as we | ook at making major infrastructure

investnments in California's future -- by all accounts we
are a state that in the next decade will invest $50 billion
to $100 billion repairing our existing infrastructure and

| ayi ng down new i nfrastructure to ballast the econom c

gromh in this state -- we nust nmake a new commtnent to
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fixing up the infrastructure in the existing communities,
so that those conmunities have the best possible chance to
succeed.

Now I have no illusion given the magnitude of growth
that we're going to face, that all new growh or all new
investnments will occur within existing nei ghborhoods. It
will be a blend of growh at the urban fringe and
reinvestnment in our existing urban conmunities. But absent
that reinvestnent in our existing conmunities, we will have
such an expl osion of gromh at the fringe that it will set
of f environmental degradation, political revolt and a set
of nobility and infrastructure issues that will chall enge
our econom c progress.

As part of directing infrastructure investnents, it's
time that California give back to its existing comunities
the right by nagjority vote to decide if they want to fix up
their schools, if they want to inprove their comunity
parks, if they want to inprove their transit systens.

And the communities nost di sadvantaged by the two-
thirds vote rule are the older, existing communities that
with sone effort and sone attention to their quality of
life could sustain thenselves in the years ahead.

And finally, this isn't just going to be a governnent

job. It's going to be about building partnerships with the
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private sector. In fact, one of the npbst exciting things
about ny job is, in sone ways, it's a quasi-public job in
the sense that, yes, I'mpart of the political |eadership
in Sacranmento, but | have rel ationships with financial
institutions across this globe. And what | want to do is
use my position to build relationships and partnerships to
nmove private capital into the markets in California that
need it nost so that we can all succeed.

And | ook at you as partners. And | | ook at SAMCO as
a great exanple of what the private sector, well-m nded can
do and acconplish -- the goals of doing well financially
and doing well by society.

One of the things that I've noticed nost of all since
| becane Treasurer, is the struggle we face to get capita
deci sion nmakers to | ook at opportunities in what | call the
energi ng markets of California.

We live in an interesting time in which our econony
and our investnent patterns are global. | think it's a good
thing that Anerican capital is invested all over this gl obe
and that it is playing a role in bringing up devel opi ng and
energing nations all over this gl obe.

But we have m ssed great opportunities in our own
society and we have too often overl ooked them And | want

to ask you to join ne in trying to get capital sources to
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do what SAMCO has done, which is find, with sone effort,
t hose investnents that nmake sense financially and nmake
sense for this society.

| don't need to sell you, but I will tell you,
everywhere | go now, I'mtrying to paint the contrast
bet ween opportunities in the cities of California, and
pl aces |i ke the San Joaquin Valley, and the risks we face
in many of the energing markets in which our pension funds
and our private capital sources place tens of billions
every day.

"1l say this about Anerica's enmerging markets -- we
don't have currency risks; we don't have the risk today of
a revolution; and we don't need a CIA or State Departnent
report to underwite the investnent.

Il will spend two full days later this week as a nenber
of the Public Enployees Retirenment System Board in our
i nternational investnment workshop, a |large part of which is
just understandi ng the fundanental risk of being in those
mar ket s.

And so | ask you to join ne to try to get Anerican
capital to | ook at hone again.

The MIken Institute just came out with a study about
a nonth ago, called "Mainstreanming Mnority Business" in

whi ch they pointed out the fact that one of the great
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growt h phenonenon in Anerican society today is the growth
of minority businesses. There were two mllion mnority
owned businesses in this country in 1992 with sal es of
about $205 billion. In 1998, there were 3.5 million of
themw th sales of $605 billion.

The Latino consuner nmarket has gone from an $80
billion market in 1982 to a $282 billion market today.

But the MIken Institute also noted that there's a
tremendous capital shortage for those growing mnority
busi nesses, so one thing we're doing is seeing if we can't
put together a secondary market for minority business
| oans.

Your work and the Community Reinvestnent Act have
shown, over the last 20 years and, in your case 30 years,
that with effort good investnents can be found.

So here's how!l'd like us to work together. | need
your hel p, because this is an issue that in many ways is
not four square in the mnds of nost policy makers. [It's
not an issue that gets one a |lot of votes. |It's not the
sexiest issue to talk about how we lift up those parts of
California that are | eft behind.

| want your engagenent on the follow ng points.

As California debates how we grow, where

infrastructure investnments ought to be nmade, what our | and
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use patterns ought to be, | hope you'll stand up for
sust ai nable growth, for smart growth which is a conbination
of better land use patterns and infrastructure investnents
at the urban fringe, with a new recommtnment to investing
in the urban core of California.

| want you to help nme fight at the State Capitol for
nore resources for affordabl e housing.

Assenbl yman Tom Tor | akson from Contra Costa i s
carrying Assenbly Bill 97 which would make the State tax
credit for low inconme housing $50 million a year on a
per manent basis. We need your help.

Senator Al arcon from Los Angeles is carrying Senate
Bill 510 and Assenbl ywoman Carol M gden from San Franci sco
is carrying Assenbly Bill 389 to place close to a billion
dol | ar bond neasure on the ballot to provide assistance for
mul ti-famly housing and al so sone assistance for |ow
i ncome hone owner shi p.

And I'minvolved with both Senator Polanco on the
Senat e side and Assenbl yman Fred Keeley on the Assenbly
side to ask California insurers to be subject to the
Community Rei nvestnent Act obligations that have been
successfully inposed on lenders in this country for the

| ast 20 years.
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And we just noved Keeley’'s Assenbly Bill 869 out of
the Assenbly Insurance Committee. | need your help on that
front, so we can get in a dialogue with capital sources in
Cal i fornia about the best ways to reinvest.

| need your help at the Federal level. W have a good
shot this year to raise the anount of noney avail able for
federal | ow incone housing tax credits.

HR- 175 woul d increase the tax credit anount in
California fromabout $400 mllion to $560 mllion and you
need to contact your Congressperson. And there's a serious

effort to raise the amobunt of tax exenpt bond financing

avai l able. HR-864 would raise it from$1.6 billion for
California to $2.2 billion for California and | need your
hel p.

And finally, | need your help as a partner in engagi ng

the private sector in California in a dial ogue about how we
best invest in the nei ghborhoods of California that have
been left behind. And the reason you're inportant partners
i s because of what you' ve done.

The fact is that you have devel oped product |ines for
af f ordabl e housi ng and you're continuing to do that all the
time, nost recently, with your private placenent program

f or bonds.
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| want you to work with me and ny team |In fact
Phyllis Klein is here today. Phyllis used to be with Wells
Fargo and probably many of you know her. She's now
Executive Director of the Debt Limt Allocation Commttee.

Let ne close with this thought. W've got a very
chal | engi ng decade ahead of us in California in which we're
going to make some very fundanental choices, and I hope the
choice will be that we'll grow in a sustainable way and
that we'll growin a way which will best ensure that al
Cal i fornians have a chance to succeed.

It will be a big challenge, but it's doable.

| want to go back to ny friend Cornel West in closing,
and anot her one of his books, called "Race Matters."

He tal ks about another era of hope and one that often
i s debunked, but an era in which Anmerica acconplished a
great deal and that was in the 1960's.

In "Race Matters”, Dr. West tal ks about the two great
chal l enges facing this country that we dealt with in the
1960s. One was poverty and one was the racial divide. And
he notes that the 1960s were a wat ershed period, because
this country decided as a people to overcone the raci al

di vi de and decl are war on poverty.
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W t hin

barriers to

wer e erased.

Wt hin
were lifted
It can
country and

| | ook

two years of that decision, all of the |lega

African American civil rights and voting rights

ei ght years, one half of Anerican poor people
out of poverty.

be done. W did nmake a difference in this

we can do it again.

forward to working with you given all you' ve

acconplished to nmaking this 21st century for California,

the century

in which we sustain our economc growmh, we set

an environnental nodel for the world and we cl ose the great

di vi de, both physical and econom c, which threatens our

state.

Thank you very, very much
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